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SUMMARY 


Hampered by a relatively fixed labor supply and the high 

and rising cost of imported raw materials, the GDR economy 

is managing, nonetheless, to continue to expand modestly. 

GDR economic strategy focuses sharply on raising productivity 
through rationalization and innovation, though translation 

of technical advances into production practice remains a 
vexing problem area. 


Investment is being concentrated in the fuel and energy 
sector, chemical industry, metalworking, and electronics, 
which it is hoped will lead the way to higher productivity 
and increased exports. 


Available evidence suggests that imports from hard-currency 
markets were curtailed sharply in 1977, which, combined with 

a rising export trend, has probably eased a worrisome balance 
of trade situation. The GDR continues an active engagement 
with western banks, borrowing bank-to-bank and in syndications 
for current import needs and general purposes. 


A strong need for imported technology and equipment to 

obtain productivity growth implies a potentially broad market 
for U.S. export sales. The United States Government supports 
the expansion of trade with the GDR through assistance to 
business firms, official participation at the semiannual 
Leipzig Fair, and Technical Sales Seminars of U.S. firms 
before audiences of qualified GDR specialists. The formation 
of private US-GDR and GDR-US Trade and Economic Councils, 

as well as recent GDR efforts to expand business contacts with 
U.S. firms have also provided impetus to the development of 
US-GDR trade. 





KEY ECONOMIC INDICATORS 
GERMAN DEMOCRATIC REPUBLIC 


1976 1977 
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Produced National Income (4) 
(GDR marks, millions) 
Industrial Production 
(GDR marks, millions) 
Electric power production 
(billion KWH) 
Steel Production 
(metric tons, thousands) 
Chemical fiber production 
(metric tons) 
Retail trade turnover 
(GDR marks, millions) 
Of which, 
Food products 
Manufactured goods 
Investment 
(marks, millions) 


FOREIGN TRADE 


Exports 
(GDR marks, millions, 
current prices) 


To USA 


($US, millions, current 
prices) 


Imports 
(GDR marks, milliens, 
curreat prices) 


From USA 
($US, millions, current 
prices) 


Exports plus Imports 


(GDR marks, millions, current 


prices) 


Of which, 


Trade with non-Communist 


countries 


Economic plan targets 
USS$1= M 2.05 

Not available 

Embassy estimate 


147,700 


90,500 
89,150 
6,732 


284,760 


85,680 


43,980 
41,700 


42,772 


39,489 


13.6 


45,866 


37164) 


85,355 


28,126 


155,380 
95,387 


91,996 
6,849 
286,305 


89,381 





CURRENT ECONOMIC SITUATION AND TRENDS 
Economic Performance 


Despite strains occasioned by terms of trade deterioration 

and a continuing shortage of labor, the GDR economy continues 
to expand, achieving growth overall in 1977 of a nominal 5.2 
percent, marginally below the 5.5 percent set by economic 
planners for that year. The target for growth of national 
product set in the 1978 economic plan is 5.2 percent, slightly 
lower than the rates planned in both 1976 and 1977. The 1978 
target for growth of industrial production is 5.7 percent, 
higher than the 1977 target of 5.1 percent. 


Heavily dependent on external sources of fuel and raw 
materials, the GDR economy continues to find itself under 
pressure exerted by the rising cost of raw materials 

provided by suppliers in both east and west. As it has 

since the revision of COMECON* resource prices in 1975, 

this fact continues to be a central preoccupation, powerfully 
influencing the direction and content of GDR economic policy, 
the main thrust of which is to increase productivity through 
technological and organizational innovation to meet the 
rising costs of imported raw materials, raise domestic 
income, and finance investment. 


Plans for the development of the economy lay stress on 

the chemical industry, metalworking, the fuel and energy 

sector, and electronics and the electrical industry, the 

latter an area expected to contribute heavily to rationalization 
and increased efficiency in the economy. 


Gross investment is planned to grow in 1978 at a modest 

2.1 percent over 1977, including extensive contributions to 
joint raw-materials producing projects in other COMECON 
countries. As in the past, more than half of total investment 
is earmarked for reconstruction and rationalization of 
industrial production facilities. The relatively low rate 

of investment expansion is a reflection of domestic capacity 
restraints, a continuing strong support of consumption, and 

an effort to consolidate and bring to completion investment 
projects already in process. 


¥The Council for Mutual Economic Assistance, an organization 
of 11 Communist countries involved with economic cooperation 
and coordination. 





In the current situation, characterized by a high degree 

of inelasticity of labor supply, and limitations imposed 

by rising external costs on the economy's ability to finance 
capital expenditure, heavy stress is being laid on increasing 
productivity by more rational and intensive use of existing 
plants,and on decreasing specific consumption of raw material 
and fuel inputs in production through rationalization, 
innovation, and substitution. A generally obsolescent and 
overburdened infrastructure represents an additional burden 
on the economy; and labor supply constraints tend to under- 
mine efforts to extend the productivity of capital plant 
through shift work. Under these circumstances, the development 
and introduction of labor-saving technologies is of high 
priority. 


Demographic factors in the current and following five-year 
plan periods will favor GDR economic growth. It is 
anticipated that in the period 1976-80 ,the working-age 
population will increase by about 500,000 while the 
population as a whole will decline slightly from its present 
level of about 16.8 million. 


The GDR has adopted modern agricultural methods and increased 
capital inputs in an attempt to raise production while 
decreasing labor requirements. Production units--predominantly 
collective farms--are increasingly specialized in particular 


branches of crop or animal production. 


A well-developed animal products sector is partially 
dependent on imported feedgrain and feed protein sources. 
Agricultural planning stresses the further introduction of 
"industrialized methods of production," including increased 
mechanization and use of chemicals. 


Following the poor crop results during drought-plagued 

1976, production of field crops improved substantially in 

1977. Total grain production is estimated at 8.65 million 
metric tons versus 8.2 million metric tons a year earlier. 

This was still short of record grain production of 9.7 million 
metric tons in 1974. Potato and sugar beet production improved 
even more sharply, rising to 10.6 and 8.3 million metric tons, 
respectively, from 6.8 and 5.1 million metric tons in 1976. 
Normal increases in animal numbers occurred in 1977 and annual 
red meat consumption is currently estimated by Ministry of 
Agriculture officials at about 80 kilos per capita. The 
outlook for the 1978 winter grain crop (two-thirds of total) 

is good owing to ample winter rains and a mild winter. However, 
a dry, cold spring has retarded the spring grain and final 
results are in doubt. 





Foreign Trade 


Foreign trade accounts for over a quarter of the national 
income of East Germany and is crucial to the GDR's ability 
to support and develop its modern industrialized economy. 
Approximately two-thirds of this trade is conducted under 
bilateral arrangements with other Communist countries, 
particularly the European members of COMECON, with the GDR 
providing industrial products, especially machinery, in 
return for imports from Eastern Europe which include a 
comparatively much higher proportion of primary products, 
fuels, and raw materials. By contrast, the GDR's trade 
with the industrialized west, dominated by the inner-German 
trade with West Germany, involves primarily GDR imports 

of sophisticated capital equipment, key industrial inputs, 
some consumer goods, and feedgrain and other raw materials 
not available elsewhere in exchange for GDR deliveries of 
chemicals, industrial and light manufactures, and agricultural 
raw materials. 


Although data published by the GDR are sketchy, information 
available suggests that the GDR's foreign trade at present 
is characterized by a strenuous effort to deal with a 
worrisome trade balance by reducing hard currency imports. 
Complementing this effort is a program to increase exports, 
both to the west, but also to COMECON, in relation to which 
the GDR feels a strong need to meet high and rising delivery 
commitments in order to assure steady inflows of raw 
materials. 


GDR data put the increase in foreign trade in 1977 at 7 
percent, a modest figure in light of rising prices, growth of 
the GDR economy, and the high priority placed on expanding 
exports. An authoritative GDR statement set total trade of 
the GDR with non-Communist countries in 1977 at 26.3 billion 
"valuta marks," approximately $7.5 billion.* 


Analysis of available data suggest that GDR imports from 

the industrialized west dropped as much as 9 percent in 1977, 
apparently reflecting a concerted effort to conserve foreign 
exchange in a period of balance of payments stringency. 


¥An accounting unit thought to have a value of approximately 
US $1 = VM 3.5. 





The absence of further data preclude a more exact analysis 
of the GDR's hard-currency balance of trade, which however, 
appears to have recorded a deficit of about $900 million 
in 1977 compared with a deficit of $1.2 billion the year 
previous. 


Available data also suggest that GDR imports from its single 
most important trading partner, the Soviet Union, have 
exceeded exports by an increasingly wide margin since 1974, 
before which the GDR enjoyed a surplus in its trade with the 
USSR. This situation has contributed in large measure to 
the sense of urgency attending GDR efforts to achieve a 
Significant expansion of exports. 


Credit and Finance 


The GDR publishes no data on exchange reserves and foreign 
indebtedness. Western analysts, however, estimate GDR hard 
currency indebtedness at the end of 1977 at approximately 

$6 billion, exclusive of a $400 million (DM 850 million) 
overdraft facility with West Germany. The GDR has extensive 
relations with western banks, including U.S. banks, and 
participates actively in international banking, borrowing 
bank-to-bank, as well as by means of general purpose 
syndications. 


Borrowing continues to occupy an important place in the 
GDR's strategy for bridging the gap between the cost of 
needed technology and raw material imports and the country's 
export earnings. In assessing the GDR's hard-currency 
finances, it is important to take into account significant 
D-Mark inflows generated by remittances, fees and charges 
imposed on visitors, and payments made by the West German 
government under various bilateral agreements. 


IMPLICATIONS FOR THE UNITED STATES 


Already a purchaser of significant quantities of U.S. 
agricultural commodities, in particular coarse grains and 
soybean meal used for livestock feed, the highly industrialized 
German Democratic Republic represents a potentially significant 
market for American manufactured goods, especially equipment 
and technology needed to secure the continuing rise of 
productivity in domestic industry. In the consumer field, 

the GDR imports modest quantities of food items, apparel, 

and appliances for sale to the public, in certain cases for 
hard currency. 





The GDR has recently stepped up efforts to expand contacts 
with the United States business community, and to interest 
American firms in supplying production equipment and 
technology in selected fields, especially on the basis of 
compensation transactions involving payment by the GDR in 
part or in whole in the form of output of the plant thus 
constructed. The current strong preference on the part of 
the GDR for compensation deals is a reflection of continuing 
foreign exchange scarcity and the relative weakness of GDR 
marketing capabilities which are, however, the object of 
concentrated remedial action by the GDR foreign trade 
apparatus. 


Besides its potential as a market for American exports, the 

GDR has recently extended through long-term contracts its 

role as supplier of basic chemicals to large US-based multi- 
national firms, and efforts are being made to acquaint 
potential licensees with GDR technologies of possible interest, 
as for example, in the extraction and gasification of lignite 
coal. The GDR is also placing special stress on export 
expansion in machine tools, textiles, machinery, and poly- 
graphic machinery, besides a number of traditional areas 

in the consumer and light industrial field; and has recently 


begun to express an interest in cooperative arrangements 
with foreign firms in capital development projects in third 
countries. There is not at present any foreign management 
or equity in the GDR economy. 


Through the American Embassy in Berlin and the Bureau of 
East-West Trade of the U.S. Department of Commerce, the 
United States supports vigorously the efforts of U.S. firms 
to expand trade with the GDR. Besides assistance and counsel 
to interested businessmen, this support takes the form of 
United States exhibitions and business development offices 

at the semiannual Leipzig Fair, as well as Technical Sales 
Seminars by U.S. business firms before audiences of qualified 
GDR specialists. 


The formation of a private US-GDR Trade and Economic Council 
composed of U.S. business firms engaged in trade with the 

GDR has also contributed to the development of closer business 
ties. The American group has met twice in joint session with 
a GDR counterpart Council to explore means of expanding trade. 





9. 


The foreign trade system of the GDR is a monopoly under the 
direction of the Ministry of Foreign Trade, to which about 
forty Foreign Trade Organizations, each specialized along 
product lines, are subordinate. Detailed information is 
available in the U.S. Department of Commerce Overseas 


Business Report 75-53, "Trading with the German Democratic 
Republic." 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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